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Deai Ms. Doi.tch: 

VcriLon has alrcady tlemonstratcd that its petition for forbearance from the prohibition of 
sharing opcrating, installation, and maintcnance ("OI&M") services between the Verizon B O G  
and their section 272 affiliates is in the public interest. AT&T's July 9 exparte letters repeat 
many of its previous criticisnis and they completely fail to refute the public policy and legal 
rationale foi. Coinmission approval of Verizon's petition Indeed, Verizon has already responded 
to inosl of AT&T's argumcnts i n  its previous filings This filing responds to a few additional 
ATRLT arguments that are equally without merit. 

Despite Verizon's rcpcated cxplanationh of its costing methodology, AT&T continues to 
misconstrue Verimn's cost study submitted in support of the Forbearance petition. AT&T 
incorrectly claiins that Verizoii assumed that the BOCs have excess capacity in their OI&M 
woikforce and would incur iio increiiiental C O S ~ S  to provide OI&M servlces to their hectlon 272 
alriliates Based on this mischaracterizatioii, AT&T clai~ns that Verizon would not comply wlth 
the Comin~s~ion's cost allocation mlcs in  allocating costs between its regulated and non-regulated 
\ervlces. In fact, VerJzun inatle no huch assumption. Its cost study includes a reasonable 
c~t~i i iare  of the increincntal costs that the BOCs would incur to provide OI&M services to the 
wction 272 affiliates Thehc coqts are lower than the costs that the section 272 affillates currently 
incur due lo the grcater economies of scale that the BOCs enjoy as compared to the section 272 
dfill;lte.; Thc study confirms the Commission's repeated findings that separate affi]l;lte 
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rcquirciiients i i i ipvx substLintial cost burdens that  could be avoided through intcgrated 
ope i~ t i ons  

1.  Verizon has not assumed that the BOCs would “absorb” the OI&M work for the 
section 272 affiliates without incurring additional costs. 

AT&T q u e \  (Selwyn Dccl , 41‘1 I 1 - 1  3) tha t  Verizon’s cost study is based on an 
“.ihsorption” theory that IS contiary to TELKIC-bascd pricing because it assumes that the BOC 
would provide OIXrM services to thc hcction 272 affiliate using idle BOC pcrsonnel at essentially 
zcro incrcincntal co\t AT&T claims that this is ;I hhort-run inarginal cost approach that would 
piotluce transfer prices to the section 272 affiliate below the BOC’s long run cost of providing 
01&M service5 There die two fundamental flaws I n  this argument. First, TELRIC costing 
principles, which the Coiiimis\ion adopted for the pricing of unbundled network elements under 
scctioii 252 of the Act, have no I-clcvance to the pricing of access services or to the affiliate cost 
alloc;ition rules, which are based on fu l ly  dihtributcd cost piinciples Second, Vcrizon did not 
as\uine that the  BOCs have excejs c‘lpacity or t h a t  thc costs of providing OI&M service would 
be zero, as AT&r claims Kathcr, thc OI&M costs that Verizon shows in  its s tudy as nor heing 
w v e d  are primarily the co%\ that the BOC would incur to provide these services to the section 
272 alfiliate These are long-run costs, not short tun. They are lower than the costs that the 
wction 272 affiliate currently incurs, because the BOCs could provide these services more 
efficiently clue to their much gI-eaei’economies of  scale as compared to the small Ol&M forces 
employed by the section 272 affiliates. 

For instance, there would be no need for a separate section 272 maintenance work group 
it the BOCs could pcrforrn maintenance for hoth themselves and for the section 272 affiliates. 
Vcrizon cstimated tha t  the BOC? could perform the maintenance function by adding expenses 
equal io only 70 perccnt of the costs that the 5ection 272 affiliates currently incur due to the much 
greater economies of scale enjoyed by thc BOCs The section 272 affiliates cannot operate as 
cfticiently ;is the BOCs, because thcy must assign dedicated personnel to be available for 
install;ition, maintcnmce and repair of facilities even if these personnel are not fully utilized. In 
addition, since i t  would be impractical Tor the section 272 affiliates to deploy a field force and 
supporting assets, such as trucks and other equipment, to install and repair the relatively small 
amount of outside plant, thcy inu\t  rely upon inore co\tly independent contractors for the outside 
plant function on an a\-needed basis Use of the BOC field force would allow the section 272 
atfiliates to rcplace the uqe of outside vendors for [hi< purpose and avoid most of these costs 
(categorizcd a\ “professional \crviccs”) 

For thc same reasons, AT&T I S  incorrcct In claiming (Selwyn Decl ,¶I 14, 18-19) that 
Veri~on would violate the Commiscion’s Part 64 cost allocation rules by failing to allocate BOC 
OI&iM expcnm to the section 272 affiliates at fully distributed cost AT&T asstimes that thc 
BOCs would allocatc next to nothin2 to noniegulated accounts for these OI&M services. This I S  

ii~cnriect. A.; Verizoii explaiiied in its June 24 r x p a n e  filing, if the Commission granted OI&M 
foi-hearmce, Vcrizon would f i le Cost Allocation Manual (“CAM”) changes to capture these 
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Losts, using time i’eporting codcs and new non-regulated cost pools as necessary See June 24 ex 
pork’. 4-57 Similarly, AT&T’\ assuinption (Selwyn Decl , y1 18) that Verizon would engage i n  

“iion-Lei-o” allocations of costs of iiivrstment used jointly for regulated and non-regulated 
activities is baselcss Such investments would be Hilocated using fully-distributed cost principles 
h,isril on rclativc tise 

2. Verizon would have no incentive to misallocate OI&M costs to the BOCs. 

AT&T allcgcs (Selwyn Decl.. ‘I[ 7.  see also AT&T Opposition, Selwyn Decl., 
Vcrimn has scvcral iiiccntivcs, cvcn under a pure price cap regime, to misallocate costs to the 
BOC and to artificially lower the section 272 at“ldi3te’s costs However, these arguments are 
based on the incorrect assumptioii that Verizon’s cost stiidy is based on substantial excess 
workforce at the BOC that could be made ‘ivailable to the section 272 affiliate at little or no cost. 
As Vcrizon explained abovc, th i s  ~ ~ 1 s t  is not Verizon did not assume idle hands at the BOC. 
It simply took xlvantage of the greater econoniies of scale and efficiencies that thc BOC could 
bring to bear in providing thcsc hcrviccs to the section 272 affiliates as opposed to the costs that 
 re currently incurred by thc scction 272 affiliates in maintaining small, dedicated workforces. 
Consequently, AT&T’s assumption that the BOC has “large quantities of excess or spare 
capacity” that are inflating the BOCs’ cost5 for regulated service is wrong. The incremental cost 
that  the BOCs incur to provide OIbtM services to a hection 272 affiliate will be charged to that 
affiliate on ;I fully distributed cost basi< 

35) that 

AT&T pi-ovides threc examplcs to support its claim that Verizon has an incentive to 
inisallocate costs even under price caps. None of these makes any sense. First, AT&T argues 
tha t  thc BOC spare capaciiy costs could be used to justify higher prices for “bottleneck“ services 
such ;is access and UNEs. Howcvcr, access service prices were initialized in 1990 and have been 
adlusted ever hince by a pricc cap forinula wing “X-factors” and inflation adJuStinentS that are 
indifferent to the price cap carrier’s actual costs The 1990 rates were established under rate of 
return after a thorough review by the Coinmission. There is no evidence that these rates were 
intlatcd by “excess capacity ” With rcgard to UNEs, those rates are set using the “TELRIC” 
methodology, which 15 based on hypothetical costs rather than on Verizon’s actual costs. Second, 
AT&T argues that shifting costs to the regulated operation lowers the long distance affiliate’s 
cohts and makcs i t  easier for the affiliate to compete with “downstream” rivals, presumably 
because the affiliatc would not pay the full cost of the BOC’s OI&M services. But  Section 
272(c) would require the BOC to make these services available to unaffiliated carriers under the 
mme terms and condition<, making the same efficiencies available to the rivals as well 
Therefore, lhere IS no way that the BOC could give an unfair competitive advantage to its section 

same footing as other long distancc providcrs, who may provide local and long dlstance service 
using a single workforce Third, AT&T argues that shifting costs to the BOC would allow i t  to 
inaintain 01’ increasc i t s  accebs chaiges once the CALLS freeze has expired, or if access charges 
are reinitialized for 3 state price cap plan This is pure speculation. In the CALLS proceeding, 
thc Coininission extendcd for five yearc the market-based approach that i t  adopted i n  the access 

272 all’iliates Allowing such sharing would put Verizon’s affiliated long distance carriers on the 
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cliarze reform procecding See Access Clinrjie Reform, 15 FCC Rcd 12962, 60 (2000) AT&T 
providcs no stipport for the proposition that the Coirtinission will undo its own reforms at the end 
01 the CAILS tiaiisitional period More l'und;tinentally, Ihc speculation that this Commission or 
ii state commissioii may alter their regtilatory regime is far too attenuated for i t  to gain any 
crcdihility lor AT&T's well-worn (but i iever &ubstantiated) claims of  cost misallocation.' 
Mol-covei~ the additional coinpctirion from wireline carrier5 as well its trom alternative platforins 
sitcli .I\ cable and wireles? eliininate any ability of the BOCs to raise rates for local or exchange 
.icce\\ hervices tinre'isonably, even i f  the regtilator\ were to allow \uch changcs. 

3. The Verizon BOC would provide OI&M services to unaffiliated entities on a 
non-discriminatory basis. 

AT&T argues (Selwyn Decl , 'I[ 2 I )  that Verizon would violate the nondiscrimination 
requirements of section 272(c) of the Act by providing the efficiency gains of OI&M services 
only to i t \  hection 272 affiliates. This simply is not true The BOC charges for OI&M services 
to the \ection 272 affiliates would be the "prevailing price" that would also be offered to non- 
atliliated coiiipanica. See 47 C.F R s 32 27(d). Section 272(b)(5) of the Act and section 
51 20?(e) of the Commission's rules require the BOCs to develop arms-length, written contracts 
with their section 272 affiliates and to make those contracts available for public inspection The 
wme \erviceh, a t  the same prices, will be available to third parties For example, the Verizon 
BOCs currently provide billing and collection hervices to their section 272 affiliates as well as to 
iioii-atfiliated long distancc carriers on a non-discriminatory basis 

4. Verizon has explained and justified the basis for its estimates of the percentages 
of each OI&M expense category that it  could save through forbearance. 

AT&T repeats its previous arguments (Selwyn Decl ,1[ 4) that Verizon has not justified 
i t >  estiinatcs of the percentages of each OT&M expense category that i t  could save through 
torbearancc by having the BOCs provide 01&M services to the section 272 affiliates. AT&T 
complains that i t  cannot reproduce these percentages and that Verizon has not produced facts by 
which these percentages were calculated. These criticisms are not valid By necessity, these 
e\timates are based on the expert judgment of the Verizon Subject matter experts in each field. 
See Attxhment, 3. Verizon currently operates tinder the OI&M restrictions, and its detailed 
financial data accounting works within that rcgime. In order to provide the Commission with 
additional information abour the ordci- of magnitude of the harm caused by these restrictions, 
Vcrimn asked the Subject matter expert5 i n  thc xxtion 272 affiliates to estimate the costs that 
would have been incurred if they had becn able to ask the BOCs to perform the OI&M services 

Like llic Ci~nimi\r ion, Ihc va\i majw ity ot 5Iarcs have adopted pr~cc cap approaches See Ciimmunications 
D'rily. Rcta~l  Riitc Regulalioii ill I.ocal Exchange Prwiders 111 ihc U S  , A Special White Paper Supplement 
1 0  Cuminun~caui~ns Dally (Junc 20, 2003) 
rcplar ion that Vcriron faces in ca lh  ol 11s in-rc&ii)ii siaieh Thc Coinmission i h o u l d  note thai in  Indiana, 
%'here thc r c p m  states Ihat V c r i m n ' h  rJic\ iire under niiii-indexed P ~ I L C  caps, Verimn's rates are still 
w h j e L t  10 I,lic-i)t-retuln rcglilauon h u t  V c r l m n  rcccnlly proposed an allernatlve form ot rcgulation 

I 

Thi, white paper descrlhes the type oiprlce cap or incentive 
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rather than to develop a sepdrate workforcc or hire outside contractors See June 24 exparte at 7 
Thc subject inattci’ expcrtc also estimated the future timetable for transitioning from a separate 
workfoicc to ~ i h e  of BOC personncl foi- OI&M work This transition estimate w a  the basls for 
Vcri7,on’\ estimate that i t  could save $1X3 million through 2006 if the forbearance petition were 
,ormtcd See June 4 e x p a w ,  Attachment 3 at S ,  Attachment 4 at 2. The LISC of such expert 
le\tiiirony is coiiiiiion i n  Coiiimission procecdings, and Verizon has provided dctalled 
infotin~Lion ahout  how that Lestimony was tised to derive the estimated cost savings. The fact 
[ h a t  the estinutes wcre b:iscd on cxpeit jtidgmcnt does not make them any less reliable 

Rcgardless of the exact level of the savings that Verizon would achieve by eliminating 
duplicative Ol&M workforces at both the BOCs and the section 272 affiliates, i t  is undeniable 
that \eparate affiliate requireinents impose significant additional costs. The Commission has 
found that this I\ s o  on numcrouh occasions For instance, i n  removing the separate affiliate 
requirement for the provision of enhanccd services, the Commission found that “the structural 
separation iequircirienrs impose significant costs on the public in decreased efficiency and 
iniiovati~n that sub\rantially outweigh their benefits in limiting the ability of AT&T and the 
BOC\ to make u n f d i r  use ol’their regulated operations for the benefit of their unregulated, 
enhanced scrvices activities.” Aniendnient of Secrions 64.702 qf ihe  CommissionS Rules and 
Rr,,yu/uttonJ (Third Conzpurcr /riqurry), 104 F C C.2d 958, ‘j[ 3 (1986). 

ATXrT ch i ins  (at 5-8)  that thc Commission has found that the benefits of separate 
afl’iliii~es outweigh the costs where thc BOCs have control of  essential facilities necessary for 
competition This is rrvisionisl history AT&T cites the Commission’s initial decision to require 
thc BOCs to usc separate affiliate5 Lo offer customer premises equipment (“CPE’), but it 
conveniently iicglects to mcntion the Commiss~on’s decision a few years later to eliminare this 
requircrnent See Furtii.yhiiig of Customer Premises Equipment by the Bell OperatinR Telephone 
Compunres arid the /tidepciideizt Telephone Compcinie.r. 2 FCC Rcd 143 (1987). In doing so, the 
Cominiwon specifically found that, 

structur;il separation icquirements impose substantially greater costs on carriers and 
ratepaycrs than nonstiuctural safeguards. . the loss of possible efficiencies here because 
of mandatory stiiictural separation results in higher prices and reduced quality and variety 
of regulated hervices providcd to ratepayers by carrier$. These requirements also prevent 
the BOCs from satisfxtorily serving customers that desire integrated telecommunications 
kysteins solution.; and designs ’ 
Thew findings confirm Verizon’s demonstration that the OI&M restriction imposes 

wb\tantial costs on Verizon’s provision of long diqtance services. 
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h:ive made i t  clcar that a n  a y x c y  cannot rel'tise to follow congressional mandates hased on 
doubt\ about their constitutional~ty Scc, e.g., John.son, Adinini.rtr<iror Of Velerun.s'Atfuli(lr.7, el u l  
v, Roixwn,  415 LJ S 361, 368 (1073) ( 'adjudication of the constilutionality of congressional 
ciirictt7ients 11'1s gciierally becn thought beyond the jiirisdiction of administrative ;Igencies"); 
Mcrcrlirlz Coip v FCC, XO9 F 2d X63, X72 (D C Cir 1987) ("regulatory agencie\ are not free to 
cleclarc an act of Cvngles Ltncoiislilutional") Only the cottrts may address the constitutionality 
of the Act 

Altachmcnl 

CC J Carlisle 
M Carey 
B Olmn 
R Tanner 
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P. M e g a  
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Supplemental Declaration of Fred Howard 

I My nainc i s  Fred Howard I am the President of Verizon Global 

Networks Inc (GNI) 1 previously submitted a declaration i n  support of Veriron’s 

Aiigust 5 ,  1002 petrtioii lor foi-bcarance from the prohlbition of  sharing operating, 

in\tallation and maintcnnnce (OlkM) service.. hctween a Bell Operating Company and a 

scction 172 separate affiliate (CC Docket 96-149). Information regarding my 

background and rcsponsibilitw are detailed in the August 5, 2002 declaration. 

2 M y  reymnsibilities $til l  include the  oversight of the activities to 

$upport GNI’s input to Verizon‘s OI&M petition In  this regard, 1 have first-hand 

knowledge of the content of the cost/savings data and of the analysis provided by Verizon 

i n  i t \  expar tc  filings i n  this proceeding, including the following. 

May 12. 2003 - the hihtoric data tinderlying Verizon’s study of the coqts of 

complying with the section 272 separate affiliate rules. 

June 4, 2003 -the detailed narrative of Verizon’s method of calculating the going- 

forward savingh i n  Attachment 3, and the historic cost data and the projected cost 

data in Attachment 4. 

June 24, 2003 -the OI&M functions used for expense categorization (section l), 

the assumption5 underlying e\timates of incremental operating expenses driven by 

sttuctural wparations (section 4) ,  the a\suinphons underlying GNl’s projected 

expendilurcs for 2003-2006 period (section 5) ,  the assumptions underlying 

estiinates of the projected co\t savings for 2003-2006 from the elimination of 
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wucturiil separations (section 61, and the costs of reintegrating the OI&M 

fiinctioiis of GNI and thc Vei~zon local cxchmge carriers (section 7). 

These filinss weir prepared tinder m y  direction and control, and I affirm thilt they 

xcurately reprewnt the basis for and procedure., used in Verizon's cost study 

3 ATKrT complains (Selwyn Decl , Y[ 4) that i t  cannot reproduce the 

pcrceiitarc., that Vcriron uscd in  the cost study and that Verizon has not produced the 

facts by which thcsc perccntagcs were calculated These criticisms are not valid Since 

Vcrizon's current busines\ plan and budget arc based on the existing regulations, in 

prcparing our cstimatec for cost qavings nssociated with FCC forbearance of the Ol&M 

restrictioii.,, GNl relied on ;i review by GNI WbjCct matter experts to determine the 

s ~ v i n g s  that could he achieved in the absence of the OI&M restriction. Verizon asked the 

subject inattcr cxperts i n  each job function to estimate the costs that would have been 

incurred i f  they had been able to ask the BOCs to perform the OI&M services rather than 

to dcvclop a q a r a t e  workforce or hire outside contractors. This process is described i n  

the June 24 rxpurte at 7-9. The subject matter experts also estimated the future timetable 

for transitioning from a separate workforce to use of BOC personnel for OI&M work. 

This is dcscribed i n  the Junc 24 exportc at 11-12 This transition estimate was the basis 

for Verimn's estimatc that i t  could save $183 million through 2006 if the forbearance 

petition were granted See June 4 expuJ-k, Attachment 3 at 5 ,  Attachment 4 at 2. The 

fact that the ewmates were based on expert judgment does not make them unreliable 

V C I I Z O ~  has piovided detailed informaim aboui how the esflmates were developed and 

how they related to the operauonal characteristics of each function For instance, 

Professional Services expense.; consist primarily of field forces and contract einployees 

2 
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1h;it were hired by GNI becawe i t  did not have the ability to hire employees with the 

rrquircd skill sets quickly cnough iis demand giew and because i t  did not have enough 

oul\idc plant fiicilitieh to j i i h t i f y  a dedicated ficld force Thih over-dependence on 

vcndor-supplicd ldbor would not have been necessary i f  Verizon could have used BOC 

pcrsonnel, which had both the neceswry skill sets as well as the ubiquitous presence to 

pcrforiri 01&M service> lor GNI  on an as-needed basis. These factors ful ly  explained the 

much higher pcrcentage ol‘snvin,rrs that GNT could achieve in the Professional Services 

category as compared, For instance, to the Force and Employee-Related category. 

4 AT&T also coinpla~ns that Verizon’s analysis does not indicate 

that the Verizon BOC OI&M experts were consulted. (See AT&T July 9, 2003 Ex Parte, 

Declaration of Lce Selwyn at ‘11 5.) As 1 explained in my August 5 ,  2002 declaration, the 

purpose of the analysis was to develop estimates of the costs that GNI has incurred and 

anticipates to incur to comply with the Commission’s separate affiliate rules Verizon’s 

June 24, 2003 rxpurtr (section 4) deqcribed the study team that developed those 

estimates, which consistcd of GNI subject matter experts representing Operations, 

lnforination Technology, Engineering, Business Services and Finance. These experts are 

vcry familiar with the BOC’s operations and are capable of determining the type of 

Ol&M support they could obtain They are also capable of determining how much more 

ctficienlly these servicc5 can be provided through the large and ubiquitous BOC 

woikforce compared to the relatively small number of GNI personnel Although the 

V c r i m n  p c t m n  was reviewed by BOC representatives, i t  was nof necessary to Include 

BOC operational personnel i n  the development of the cost study, because thc study did 

not rely on an an;ilysis of  the current BOC workforce utilizatlon. Rather, i t  was based on 

3 
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functional knowledge o l  BOC operations and capabilities to determine the abiltty of the 

BOC to provide the necehsary OT&M scrvices to GNI. 

5 A‘I’&T’s critici,<m on this point i s  based on its belief that Verizon 

i~s\uined that the BOC could provide OI&M services to GNI at no additional cost - ! . e  , 

that the BOC i h  working inefficicntly dnd that  i t  would provide Ol&M services using 

worker., that are currently idle. See, e.g., Selwyn Decl , 1[T 9-13. This simply is not true 

Vcnzon did not assume that the BOC is saddled with under-utilized personnel and that 

GNI could reducc its cxpcnscc without any increase i n  BOC costs. Rather, Verizon 

ashtiinetl that the increahe in  BOC costs. which would be charged to GNI under the 

affiliate t ransxt ion rules, wo~i ld  be significantly less than the costs that GNI currently 

incur> using a \tand-alone workforce, because this workforce cannot be utilized as 

etticicntly as the BOC’h much larger wockforce For instance, Verizon estimated that 

CNI’s budget f o r  Workforcc and Ernpoyee Related expenses would be only 70 percent of 

the current level if those functions were provided by the BOC and billed to GNI by the 

BOC, including replacement of alinoht all of the work that GNI contracts today to outside 

vendors in the category of Professional Service\ expenses. The assumption was that the 

BOC could perform thesc services more cfficiently because its vastly larger workforce 

could handle additional jobs for GNI without having to dedicate employees specifically 

to GNI fdcilities as GNI docs today GNI must have employees or contractors available 

lor installation, repair and maintenance even if they are not fully utilized due to the 

limited iiniotint of switching and tranmission faciliries rhat GNI owns. By purchasing 

OI&M services fxom the BOC, GNI could take advantage of the BOC’s economies of 
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scalc and scope These econonues are shown in the net reductlon in Gh'l's projected 

budget with 01&M relief. 

1 declare under penalty of perjury tinder the laws of the United States o l  .America that the 

foregomg IS true and correct to the heqt of my knowlcdgc and belief 

Exccuted on August 11. 2003 

5 


